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While press reports of "invasion" of South Korea were exargeratioas of
another border incident, the Democratic Peoples' Republic plans a political
invasion of the south at the end of March when it will sponaor underground
elections there (p. 3)o Meanwhile, the UN Koree Commission faces the probe
%em of)divided South Korean opinion on the subject of US troop withdrawals

Pe 4o

In China, LI Tsung-jen spent another week in futile peace efforts end
okayed CHAMNG Chihschung®s negotistions with the USSR which may lead to complete
realization of Soviet ambitions in Sinkiang (p. 6). Vhile the issuance of
new regional currencies emphasized the Nationalist Governmend®s disinterration
(p» 9); Shanghai shippers took heart over the possibility of resumsd ocoastal
trade with Communist-held North China {p. o} CHEN Cheng, Governor of
Taiwan, appealed for continued US aid (p, 7) and Communists in Tienbtsin con=
fiscated US relief stockpiles (p. 8). There was little military activity
anywhere in China (p. 8).

Ho Chi linh ordered a general counteroffensive apainst the French in
Indochina (p. 4).

- In Burma, the dissident PVO group rallied to the Governﬁénﬁ gide in ite
present strugele with the Karens, while C in C Smith Dun pave up his commend
(po 4).

A now plan for settlement of the Indonesian dispute, which the interned
Republican leaders view with skeoptioism, has been edvenced by the Dutch (p. §).

. The marginal notations used in succeeding sections of this leelly
("a", "B" or "C") indicete the importance of the items in B/FE opinion
with "A" representing the most imporiant.
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aeth haresops will sponsor underoround el ons in Squth. Om 30 Merch, i L
orthern Kereans are scheduled to eloct members to the township and acumty
-Pegples’ Committess for the first tiwe. Pyongyeng radio’s annocuncement
of the coming election stated that acuthern Korea will be invited to par-
ticlipate., Underground revival of Peoples® Conmittees in the South ie
undoubtedly designed to comtimue the Soviet policy of cresting confusicn

~in the US-sponsored Republic and to omphasize that the Democratic Peoplest
Republic desires "unification" of the peninsule despite US occupstion of
the southern zonz, v

[ 1 T

Peoples® Comnitiees were organized throughout Korea et the time of
Japan®s collapse and were designed to form the basis of am indigencus
Korean govermment, They were the local argens of govermment and, in
USSR~-occupied Korea, were recognized and utilized as the structure upon
which to base the Coummnist regime., In US~occupied Korea, however, the
cammittoos wore crdered to disperse amd 11l will against the US resulted.
At presonmt, the Republic of Korea £1118 nearly all such local offices ty
appointment and has no immediate plans for local election. Southern
Kcreans still have fond memories of their dispersed Pseoples! Carmitteos
and natiocnalistic pride may well be aroused by am effort to revive thia
experiment in self-govermment, evem if sponsored by the ncr-thera puppet
regime,

bress MIavesion® revorts exsccovrated. The wost coast border clash head- "gn
lined last week as an invesion of the south hy North Koresn forcee proved,

upon investigatlion, to be a emall-seale affair, Sinee all US troops were
withdrawn from 38th Parallel outposts on 15 Jemuary, n mmber of incidents

have occurred. They appear to be small-emnle reconnaiscance operations,
designed to discover South Korean unit strengths, locations and identities

and test their state of alertness, Nome, however, have been of invasion
megnitude ~ lest week’s affair included, Such reconnaissance probes can

be expected to continue,
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EBEA (Cont.)

Wo By 5 Fotruary, all tut two of the UN Koree “B"

vamission delegates hed arrived in Seoul, The Commission will sonfer:

with Republic of Korea officiels before acting to implement its mission

of unifying Eorea ani observing ar meking recormondations regarding the

withdrawal of foreign troops, Ite work will be hampered both by the pro-

beble refusal of Democratic Peoples® Republie officisls to deal with the
 Conmissicn end Yy conflieting viewpoints as to its proper function axd

actions in the south.

rr

!

The prinelpal southern issue will erise over the question of . La=

drawal of US Yroops. President Rhee will ettempt to obtain a Cormission

, recormendation in favor of contimed US occupation. In opposition to Rhee,
éB many as 40 younger members of the Natlonal Assembly may follow the
Jeed of Vice Speaker EKim Yok Soo 1n asking the Cormission to recommend
imnedlate withdrawal of US forces., Ieftists in South Korea, who hitherto
have been hostile to all UN attempls to mediate in Korean affairs, may
decide to adopt a temporery line of ostentatiocus coopsration, in sn effort
to convince the Camission that there is no danger of civil war and that
Korean unity can be peacesbly achieved vhen US troops withdrav,.

RROCHIA

h o An order for a general counteroffensive against npw
tha Fronch, issued at ths end of Jamiary by Viet Mivh Commander-in-Chief
Vo-nguyen-Giap, was confirmed by President Ho Chi Minh following a recent
meoting with his ministers. In calling for redoubled eifarts to achieve
ultimate and total victory, Ho emphasized that French strength must not
be undorestimated, At the same time, Ho onco more denied the French

- allegation that he had signed a secret treaty with the Chinese Communists

in June 1948,

UNUEE B SR B BT R

L AN B

| W e oo Ly

Bage var contipues. Two sigmﬁcant developments in the Karen-Burman L
struggle camo this week, First, the Peoples' Volunteer Organization (PVO),
thich has been in armed rebellion egainst the Govermment since July, 1948,

is emerging in incroasing numbers to assist Government forces in the

fighting, particulsrly in end srround the important port of Bassein and

at Insein, 10 miles north of Rangoon., It seecms likely that similar action

has been taken by PVO groups throughout Lower Burma and that other Bur-

mans, Commmnists included, may disregard thelr political differences and

!‘ollow the 1ead of the P¥0's in taking up arms sgainst the Kerems,

-
-
-
—

=

-

=

.v“

Approved For Release 2000/0SMBR*RDP79-01082A000100020023-3

o ik



RTINS wovq s : 5 SaEE o B Cmemoiem i RS At A,
s e T el i s FR O # : : R

- ’ w L H S| . B3 - i
4 i B

Approved For Release 2000/09/&-&

P79-01082A000100020023-3

T T Ty

BURMA (continued)

Secondly, Lt. Gen. Smith Dun, Burmese Commander-in-Chief, has left
Rangoon for Kalaw, in Northern Burma, ostensibly on sick leave, Smith
Dun, a Karen, has been replaced by Bo Ne 7in, a Burman and Left~Uing
Socialist, Smith Dunts departure will rrobably cause further Karen
desertlons from the Burmese Army. Both these developments make the
possibility of a gerieral, amicable settlement between Karens and Burmans
inereasingly remote,

INDONESTA

Dutch present new plan. A new scheme for the transfer of Netherlands AT
soverelgnty to an Indonesian federation is currently scheduled for dias- .
cussion on the Island of Bangka, The all-Indonesian meeting is supposed
to include Renublican President Soekarnc, Premier Hatta and a delegation
of Federalists, If the Bangka conference accepts the Dutch plan (Neth~
erlands relinquishment of sovereignty within two months to a "Repuklic
of the United States of Indonesia"), both Duteh and Security Council
timetables for elections and the granting of sovereignty would be con=
siderably accelerated. . :

Republican leaders, however, view the plan with skepticiem, regard-
ing it as a Dutch device to circumvent the 28 Jammary UN resolution,
Until recently, they have declined to participate, as individuals, in
discussions with the Federalists, but have insisted that they be recog-
nized as representatives of a reconstituted Republican Government.

 The Federalists, through whom the Dutch have attempted to win Repubw
‘lican support, have shown an unexpected independence of their own, They
have been reluctant to condemn the latest SC reseolution and to cammit
themselves to any specific ecourse of action., Thile certain of the Fed-
eralists are avowedly pro-Republicen, the great majority are anxlous to
stall without committing themselves until it is clear that either the
Dutch or the Republicans will retain the balance of powsr in Indonesia.

CHINA i
LI Tsung-jen's continuing efforts to negotiate peace with the Com- nps

munists appear to be facing diminishing prospects of success. In addition
to the Commnists' intransigence, there is a growing split within the
ranks of the National Government over whether or not tp continue negotia~
tione. Premier SN Fo in Canton has declared that the Government will
fight on if honorable peace negotiations fail. The Cabinet, which has
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given LI'little support, has doparted from Nanking and refuses to comply
with LI*s request to return. LI feers that the Generalissimo also is
attempting to sabotage his peace efforts, despite reported assurances
from CHIANG of his continued support. While it is tc LI's personal
advantage to continue negotiations, few Nationalist officimls arc likely

R " to accept any binding peace commitments LI might make with the Com- -
4 © munists. : ,E
Sinkiang to become Soviet buffer. Soviet Ambessador Roshchin‘s L7

transler to Canton, and CRANG Chih-chung's mission to Tihua, may be
related in a Soviet maneuver aimed at consolidating Soviet control in
Sinkiang, thercby realizing & strategic security objective of the "CSR,
For the past year Roshchin has been identified with the prospeci
of Soviet mediation in the Chinese civil war. Last month, when the
USSR formally declined to mediate, Soviet sources confirmed reports
that Roshchin would leave presently for Moscow, Last week, however,
Roshchin followed the Chinese Ministry of Foreign Affairs to Canton,
the only Ambesssader to do so. It is perhaps implied thereby that Roshchin'a
mediation mission alss remains, or that the USSR desires the Chinese
Government teo believe that Soviet mediation iz still possible. More=
over, the Chinese Goverament organs now in Canton are the proper
authorities for ratifying international agreements.
It is probable that the USSR does not desire & strong China - even
e Communiset China = on the Soviet borders, and thersfore is sesking
to form a buffer area through Manchuria, Inner Mongolia, and Sinkiang.
The Sino-Soviet Ireaty of 1946 provided for a strong Soviet positiom in
Menchuria; elthough MAO Tse-tung stated publicly his desire that Outer
Mongolia be restored to China, that area bscame a Soviet satellite, and
may draw Inner Mongolia into its orbit; and now the Soviet position in
Sinkiang should be greatly strengthened by the "local agreement" which
CHANG has gone to Tihua to negotiate.
- The agreement reportedly would grant the Soviet Union mining, trade
and aviation monopolies in Sinkieng for the next forty to fifty years.
The mining monopoly would give the Soviets full rights to exploit Sinkiang's
little~known resources of oil, wolfram and gold. O0il deposits in Sinkiang
are rumored to be sufficient to supply the entire Scviet Far East,
though this would require many years of development. The mining monopoly
would aleo meke possible Soviet exploration to check on unconfirmed
reports of uranium in Sinkiang.
4 Soviet trade monopoly would provide for exchange of Sinkiang's
- rew materials, principally wool, for manufactured goods from the USSR,
In addition there would be a new civil aviation agreement renewing the
virtual air monopoly held by the USSR under the Sino-Soviet Aviation
Agreement which was denounced by China last September.
CHANG's mission might well prepare the ground for making a Soviet
sitellite not only of all Sinkiang, but perhaps of parts of Ningsia,
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Chinghai, and Kansu. While the Sinkiang provincial government has long
desired resumption of trade with the USSR, the present Chinese Govern~
. ment would seem to have little to gain, in that its life expectancy is
- eertainly not the 40 or 50 years which the Sinkiang pact envisages.
Thus the Chinese Government may be seeking, in return for approval of
+the "local agreement,” s means for preserving its own life: specifically,
by Soviet mediation in the civil war., It is improbable that ths USSR
will or can medimte successfully to that end; but the USSR could ersily
promise to attempt it, and Acting President LI Tsung-jen appears sufficisntly
neive and desperate to accept such a promise.

' The Chinese Communist radio has not yet mentioned the Sinkieng
negotiations. Tihua, however, is one of the 16 major centers towhich,
aceording to the Commnists, the Pelping surrender f ormuls will be
applicable. Thus the proposed "local agreement,” if it were to remove
Sinkiang from the eventual control of the Chinese Communists, would
seem to qualify es one of the "traitorous" treaties which the Communists
have demounced. It is therefore possible that the USSR and the Chinese
Commnists are plottirg this maneuver in concerts i,e., that the USSR
will promise to attempt mediation, will additionally promise CHANG and the
Moslem governors of Ningsie and Chinghai that their authority will be
preserved, and will then mllow the aree to pass into Chinese Comnmnist
control. It seems more likely, however, that the USSR, if not seeking
direct control of a Forthwest “autonomous" regime, is at least seeling
a position strong enough to permit the Chinese Communists to enter the
Northwest only on USSR terma.

The participants in & Soviet - Nationalist agreement, if the

. Chinese Communists were genuinely excluded from it, would obtain widely
varying returna: the USSR would get Siukiang; the Chinese Government -

a sack of wind; OHANG - a comfortable berth, subject to sudden relocation;
and the Moslem leaders = continued, although insecure, authority.

The Chinese Communists would be confronted with a serious dilemmas
whether to accept in silence this major loss in territory and face, us
was the case in regard to Outer Mongolim, or to dencunce the agrecment
and attempt - with their increased strength since 1945 ~ to rectify

it, in which case their relations with their one importaut internationnl

friend would be severely compromissed. While a Soviet meneuver in denying

the Northwest to the Communists or restricting their amuthority thereln
would certainly incresase the chances for Titoism in China, the Soviet
annexation of the border regions would meke the fact of Titoism, if

it does appear in China, less dangerous in its effects upon the USSR.
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Taiwan Governor bids for US support. In an apperent effort to =N
obtain US good will and support, through ECA and other forms of aid,
Governcr CHEN Cheng has indicated to US officials he intends to develop
in Taiwan an autonomous, anbi-Communist administration, which would e
independent of meinlaud Chire. His known loyslty to CHIANG Kei-shek and
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the latter's careful preparation to make the island his final stronghold
belie CHEN's claim that circumstances do not permit CHIANG's return to
power, sven in Taiwan, Moreover, CHEN!s ruthless charscter and his
previcus record in military end provimeial administration fail to sub-
stantiate his promise of a competent and popular regime. Also interesting
to note are recent public statements of CHARG Chun in Chungking and

HSUEH Yueh in Canton, similar to those of the Taiwan Governor, regarding
the prospect of CHIANG's returm. Althouzh these statements may psrtially
reflect personal views, it is likely ¥hat they conatitute meneuvers

for US aid end msy sven have the¢ ®acit approval of the Goneralissimo.

Inactivity ch&racteriées #ilitary situation, This week the Com=~ ngw’

munists continued to mess their columms in ar ered ahove Renking from whieh
they can easily move southward across the Ysngtze and occupy the

, - vital cities of the Yangtze delta when the Nationslists complete the
evecuation of those points, The exact imtention of the Notionalist
command, which at present lacks c¢ven a semblance of cohealon, is difficult
to establish. Some reports indicate Naticnalist combat forces have

been withdrawn from the Nanking=Shenghai area, while others atate

this movement has included only service troops. Ancther report notes
that TANG En-po's command--a maximum 150,000 strong--has been tendered
defense funds by Shanghai groups in the expectation that these forces

. would be employed in the defense of that metropolis. Still another
report expresses doubt the the bulk of the city’s populace wish Lo see
that city envolved in any future fighting. It is probable that the
great majority of the Rationalists, civil and militery alike, have little
feith in the success of LI Tsung-jen’s present peace overtures. To

the morth the Communists celebrated their cleanup of North China by
holding a big "liberation’ celeoration in which conquering Communiat
forces paraded in the streets of Peiping. US observers report that the
armaments of the troops which entered Peiping was predominately Japanese
with a heavy proportion of automatic weapons, soms had US Tommy guns.
caroines, and artillery, the motorized equipment was US made. and that
the troops themselves, dressed in & conglomeration of uniforms appsired

to be in good conditions

Commupists confiscate ECA food at Tientsin. The Cotmounist move L

in abruptly terminating The.Tientsin food ration program by confiscation
end distribution of ECA flour stocks appears to have been shorteighted.

The chief repercussion may be s food shortage acccmpanied by eratic

prices until ths harvest season. The Communists have mot been sufficiently
eware that feeding the 2-3 million people in Tientsin and its environs
entails large-scale food imports and an efficient collection and dis~
tribution organization. Primarily becmuse of ECA the people of Peiping
and Tientsiﬁ'have become accustomed to o sufficient amount of cheep

food during the last six months; if the Communists are unsble, by transfers
from food surplus areas, to meet this stendard, it will be difficult

to justify to the people their hostile sction toward ECA.
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local surrencies are emerging throughout non-Communist China. In o
consequence of increasing economic isolation Hunan Province issued a
new currency this week called the silver yuan. At Hankow Pai Chung-hsi
expressed his disgust with the defunct gold yuan by authorizing free
oirculation (and bank mcceptance) of silver dollars in Hupeh Provinces.
The Taiwan provincial govermment has banned all remittances of gold yuan
from the mainland because of its worthlessness and inflationary effect.
The 500% depreciation of the gold yuan this week plus the dsparture of
most of the Comtral Bank except the currency issuing depertment for
Canton will force the emergence of many other local currencies. %he
possible abandonment of the gold yuan by the Canton resfuges governnent
is reported by a Hong Kong Communist newspapsr, which claims that s
"Four United Provinces" currency has been printed in Hong Kong (presumably
to cover Kwangtung, Kwangsi, Fukien and Kiangsi).
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The poseibility of coastal trade between Shanzuai and North Chine pw
doveloped this week. The Kailan Mining Administration in Communist
North China has arranged with Central Trust, a subsidiary of the Central
Bank, to exchange 100,000 tons of Keilan coal for 300,00C bags of
Shanghai flour. Leonomically, the exchange is ideal since coal is
plentiful in North Chine and scarce in Shanghei, snd the reverse is
true of flour. The Kailan Mining Adminisiretion has assured the
ships® entry and clearance at Chinwangtmo if they fly only the Kailan
house flego

Shipping circles throughout the Far East are ansiously awsiting
the reopening of Cowmunist ports in North China to foreipn and ceastal
trade. The American ship, Preeident Fillmore, has received word from
Peiping that arrengments for unloading ite carge at Tangku have been
made. In face of foreign competition, the Executive Yusn fioally approved
Chinese shipping to Communist destinations.
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